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THE BROKEN BUDGET PROCESS:
LEGISLATIVE PROPOSALS

THURSDAY, MAY 31, 2012

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE BUDGET,
Washington, DC.

The committee met, pursuant to call, at 10:05 a.m. in room 210,
Cannon House Office Building, Hon. Paul Ryan [chairman of the
committee] presiding.

Present: Representatives Ryan of Wisconsin, Simpson, Calvert,
Cole, Price, McClintock, Stutzman, Ribble, Flores, Mulvaney,
Huelskamp, Young, Van Hollen, Bass, and Bonamici.

Chairman RYAN. The committee will come to order. So much
for—we are cutting back on gavels around here. Welcome to House
Budget Committee. The purpose of today’s hearing is to examine
the need to restore responsibility and accountability to how Wash-
ington spends its taxpayers’ hard earned dollars. The breakdown of
responsible budgeting is clear, out of control government spending.
Four consecutive trillion dollar deficits and a crushing burden of
debt in the years ahead. Both political parties share the blame for
our fiscal mess.

I believe it will require both political parties to work together ul-
timately to find common ground and to right this fiscal ship. Unfor-
tunately, current leaders in the Democratic-controlled Senate and
the White House have failed to step forward with solutions to
match the magnitude of our challenges. The United States Senate
has failed to pass a budget in over 3 years. They didn’t even pro-
pose a budget this year or the last year. And the President has
punted on the key economic and fiscal challenges of our times with
budgets calling for even more spending, higher taxes and empty
promises that are quickly becoming broken promises if we don’t fix
these problems soon.

This failure of leadership not only undermines America, it under-
mines the America our children will inherit tomorrow. It also sti-
fles confidence in economic growth today. While budget process re-
form alone cannot solve our budget problems, we can strengthen
this process and provide additional tools to help address the enor-
mous budget problems we face. This is a good step in the right di-
rection. Budget process reform alone is not a substitute for the po-
litical courage and leadership required to address our core of
spending and the entitlement challenges. I don’t think there is any
doubt about the failure of the Federal budget process, but there are
big differences in opinion on how to tackle these challenges and
how to address these failures.
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Despite these differences, the ranking member and I were able
to work out on a bipartisan basis to report out of this committee
and pass on the floor the Expedited Legislative Line Item Veto and
Rescissions Act. This committee has also advanced baseline budget
reform, Budget and Accounting and Transparency Act, the Pro-
Growth Budgeting Act, and today we continue the committee’s ef-
forts to bring greater transparency to the budget process.

Mandatory spending, or what we consider autopilot spending, ac-
counts for 60 percent of the Federal budget. Through the Budget
Control Act passed last summer, Congress has established statu-
tory limits on discretionary spending with enforceable spending
caps. Implementing similar statutory controls on mandatory spend-
ing will help ensure the Federal Government can deliver on its
promises with sustainable entitlement programs and a sustainable
fiscal future.

To that end, committee member John Campbell of California has
introduced the Spending Control Act. Another criticism of the
budget process is the failure to account for future consequences of
today’s decisions. As we develop the budget and consider legisla-
tion, we currently focus solely on the 10-year budget window, not
taking into account the long-term impact of current programs or
proposed legislation. The sole focus of the 10-year window can also
lead to accounting gimmicks that perversely worsen our long-term
budget problems. This is something that was identified in the joint
effort by the Heritage Foundation and the Brookings Institution,
two of whom we have representatives from today.

We need to improve the way Congress budgets in the long term
and better assess the long-term implications of its policies.

Mr. Mulvaney has introduced legislation to get that Federal Gov-
ernment to the budget for the long term. And Mr. Chaffetz has in-
troduced a bill to bring greater scrutiny to Federal spending. In ad-
dition to these bills, Mrs. Black has introduced legislation to give
the budget the force of law, Mr. Ribble would reform the process
to move to a biannual cycle, and Mr. Lankford would remove the
threat of government shutdowns.

So just the members of this committee have put forward a robust
set of proposal to reform and strengthen the budget process. To
help further advance this budget process reform conversation, we
welcome three terrific witnesses today. We have Dr. Doug Holtz-
Eakin former CBO director, no stranger to this committee and the
current President of the American Action Forum and an expert on
the budget, he is back with us today.

We have Alison Fraser, Director of the Thomas Roe Institute for
Economic Policy Studies at The Heritage Foundation. And also no
stranger to this committee, Henry Aaron, a senior fellow of eco-
nomic studies at the Brookings Institution. All three bring exper-
tise to this conversation, they have been around these budget de-
bates for a long time and we look forward to your testimony.

[The prepared statement of Chairman Ryan follows:]

PREPARED STATEMENT OF HON. PAUL RYAN, CHAIRMAN, COMMITTEE ON THE BUDGET

Welcome all to the House Budget Committee.
The purpose of today’s hearing is to examine the need to restore responsibility
and accountability to how Washington spends taxpayers’ hard-earned dollars.
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The breakdown of responsible budgeting is clear: out-of-control government spend-
ing; four consecutive trillion-dollar deficits; and a crushing burden of debt in the
years ahead.

Both political parties share in the blame for our fiscal mess.

I believe it will require both political parties to work together to find common
ground and right this fiscal ship.

Unfortunately, the current leaders in the Democrat-controlled Senate and at the
White House have failed to step forward with solutions that match the magnitude
of our challenges.

The United States Senate has failed to pass a budget in over three years. They
didn’t even propose a budget this year or last. And the President has punted on the
key economic and fiscal challenges of our time—with budgets calling for even more
spending, higher taxes, and empty promises that are quickly becoming broken prom-
ises.

This failure of leadership not only undermines the America our children will in-
herit tomorrow, but it also stifles confidence and economic growth today.

While budget process reform alone cannot solve our budget problems, we can
strengthen this process and provide additional tools to help address the enormous
budget problems we face.

This is a good step in the right direction, but budget process reform is not a sub-
stitute for the political courage and leadership required to address our core spending
and entitlement challenges.

I don’t think there is any doubt about the failure of the federal budget process,
but there are big differences of opinion on how to tackle these challenges.

Despite these differences, the ranking member and I were able to work—on a bi-
partisan basis—to report out of this committee and pass on the floor the Expedited
Legislative Line-Item Veto and Rescissions Act.

This Committee has also advanced the Baseline Reform Act, the Budget and Ac-
counting Transparency Act, and the Pro-Growth Budgeting Act. Today, we continue
the committee’s efforts to bring greater transparency to the budget process.

Mandatory spending—or autopilot spending—accounts for 60 percent of the fed-
eral budget. Through the Budget Control Act passed last summer, Congress has es-
tablished statutory limits on discretionary spending with enforceable spending caps.

Implementing similar statutory controls on mandatory spending will help ensure
the federal government can deliver on its promises—with sustainable entitlement
programs and a sustainable fiscal future. To that end, Committee member John
Campbell of California has introduced the Spending Control Act.

Another criticism of the budget process is the failure to account for the future con-
sequences of today’s decisions.

As we develop the budget and consider legislation, we currently focus solely on
the 10-year window, not taking into account the long-term impact of current pro-
grams or proposed legislation.

This sole focus on thelO-year window can also lead to accounting gimmicks that
perversely worsen our long-term budget problems.

We must improve the way Congress budgets in the long-term and better assess
the long-term implications of its policies.

Mr. Mulvaney has introduced legislation to get the federal government to budget
for the long-term and Mr. Chaffetz has introduced a bill to bring greater scrutiny
to federal spending.

In addition to these bills, Ms. Black has introduced legislation to give the budget
the force of law, Mr. Ribble would reform the process to move to a biennial cycle,
and Mr. Lankford would remove the threat of government shutdowns.

So, just the members of this committee have put forward a robust set of proposals
to reform and strengthen the budget process.

To help further advance this budget process reform conversation, we welcome
three terrific witnesses to the committee today.

Doug Holtz-Eakin—a former CBO director, the current president of the American
Action Forum, and an expert on the budget—is back with us today.

Alison Fraser is the Director of the Thomas A. Roe Institute for Economic Policy
Studies at the Heritage Foundation.

And Henry Aaron is a Senior Fellow of Economic Studies at the Brooking Institu-
tion.

All three bring expertise to inform this conversation. Thanks all of you for joining
us today.

With that, I yield to the Ranking Member, Mr. Van Hollen.

Chairman RYAN. And with that, I would like to yield to the rank-
ing member, Mr. Van Hollen.
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Mr. VAN HOLLEN. Thank you very much, Mr. Chairman. I want
to join the chairman in welcoming all our witnesses today as we
explore ways to improve the budget process. I do hope that the
Senate will take up the bill we passed over here in a bipartisan
basis with respect to expedited rescission and legislative line item
veto.

We all agree that we have a budget challenge and a deficit and
debt challenge, especially over the long term, and we agree that we
need to fix it. But I think we also agree that the fundamental prob-
lem is not the budget process rules. And no bill that simply
changes the budget process rules is going to solve the underlying
issue. There is no substitute for making the tough policy issues to
reduce the deficit in a balanced credible way. And once the Presi-
dent and the Congress develop a consensus on the policies on a
budget agreement then the policy process reforms can be an effec-
tive tool for enforcing its implementation, at least at the margins.
First you need to deal with the fundamental policy questions.

Over the last 2 years, many serious bipartisan groups have met
to examine ways to put our budget back on a path towards balance.
Each of these groups has agreed that we need to take a balanced
approach toward deficit reduction that involves a combination of
spending cuts and cuts to—and revenues generated by eliminating
tax breaks that are unproductive in many cases in the economy.

Unfortunately our Republican colleagues continue to oppose the
balanced approach. Again, 98 percent of our Republican colleagues
in the House have signed a pledge that says they will not close a
single corporate tax loophole for the purpose of deficit reduction
and won’t ask people making more than a million dollars a year
to contribute one penny more for the purpose of deficit reduction.
That, of course, leaves only very deep cuts in spending that help
everybody else rather than a balanced approach asks for shared re-
sponsibility. And in an era of divided government, we need to be
able to make the difficult compromises necessary to get the job
done. Unfortunately in some parts of this House, compromise has
become a dirty word.

Today’s hearing is designed to examine a number of bills put
forth by our Republican colleagues. Two of them deal with different
forms of spending caps. Effectively what these bills do is to try and
enshrine in the law the House Republican budget, the unbalanced
approach to the budget with all the requirements that it would
make in terms of cuts ending the Medicare guarantee and other
very deep cuts and important national investments.

Interestingly, if you actually passed the bills that have been in-
troduced with respect to the ceiling, they wouldn’t even pass mus-
ter—the current fiscal year 2013 budget put forward by Republican
colleagues wouldn’t meet the test. It would require an automatic
sequester under the bills that have been submitted.

Moreover, and I think it is an issue that every member should
focus on, the effect of these bills would be to take any future eco-
nomic downturn and risk turning it into a full-fledged recession or
depression. And we will get into a couple of examples of how it
would do exactly that and very interested in our witnesses views
on that, because you have to anticipate these kind of events and
the bills don’t. They just take a very rigid approach.
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As Mr. Holtz-Eakin observed in testimony when he was the head
of the CBO speaking about an earlier Deficit Control Act, and I
quote, “The target set under the Deficit Control Act, both the origi-
nal ones and the revised ones were unrealistic in light of the pre-
vailing economic conditions. For that reason and others, actual
deficits remained above the targets during the years that the law
was in effect.” There is likely, if we don’t make the tough under-
lying policy decisions that is the likely result here.

As Peter Orszag recently observed in a Bloomberg column, all
these things are a super version of SGR, right? We thought we
were going to solve rising health care costs by putting in effect
SGR cuts. Every year, this Congress on a bipartisan basis has
found a way around it. Doing a super-sized version of SGR is not
a way to resolve our issues.

And finally, Mr. Chairman, I just want to say a word about sort
of the Speaker’s latest version of the mother of all sequesters, his
threat that the United States would not meet its financial obliga-
tions. That, of course, would have the effect of immediate deep
across-the-board cuts, but it would do so in a way that would dev-
astate the economy. And even talking about the United States for
the first time in its history not meeting its obligations is a reckless
approach to economic policy and jobs.

So that is kind of a sequester on steroids, these others are dif-
ferent versions of that. None of them meets the test of making the
tough policy decisions. So I will end with this, Mr. Chairman:
These bills, in their current form, are either very dangerous to our
economy if they were actually to be put into effect and followed be-
cause of the fact that they would make much worse any economic
downturn, or, at best, they are misleading because they create a
sense that the Congress has done something, people go home and
they say to their constituents and say we passed a cap on spending,
don’t worry about it, knowing full well that they won’t be met.

I don’t know which of those consequences are worse. Although I
would hate to see another full-fledged economy downturn com-
pounded by bad policies in these bills. Thank you, Mr. Chairman.

[The prepared statement of Mr. Van Hollen follows:]

PREPARED STATEMENT OF HON. CHRIS VAN HOLLEN, RANKING MINORITY MEMBER,
COMMITTEE ON THE BUDGET

Thank you, Mr. Chairman. I welcome the opportunity to explore ways that we
might be able to improve the budget process. I do hope that the Senate will take
up the bill that we passed over here, on a bipartisan basis, with respect to expedited
rescission and the legislative line item veto.

We all agree that we have a budget challenge, and a deficit and debt challenge—
especially over the long term. And we agree that we need to fix it. But I think that
we also agree that the fundamental problem is not the existing budget process
rules—and no bill that simply changes the budget process rules is going to solve the
underlying issue. There is no substitute for making the tough policy decisions to re-
duce the deficit in a balanced, credible way. And once the President and the Con-
gress develop a consensus on the policies of a budget agreement, then the policy
process reforms can be an effective tool in enforcing its implementation—at least at
the margins. But first you need to deal with the fundamental policy questions.

Over the last two years, many serious bipartisan groups have met to examine
ways to put our budget back on the path towards balance. Each one of these groups
has agreed that we need to take a balanced approach toward deficit reduction that
involves a combination of spending cuts and revenues generated by eliminating tax
breaks that are unproductive, in many cases, in the economy. Unfortunately, our
Republican colleagues continue to oppose that balanced approach. Again, 98 percent



6

of our Republican colleagues in the House have signed a pledge that says that they
will not close a single corporate tax loophole for the purpose of deficit reduction, and
they won’t ask people making more than $1 million a year to contribute one penny
more for the purpose of deficit reduction. That of course leaves only very deep cuts
in spending that hits everybody else rather than a balanced approach that asks for
shared responsibility. In an era of divided government, we need to be able to make
the difficult compromises necessary to get the job done. Unfortunately, in some
parts of this House, compromise has become a dirty word.

Today’s hearing is designed to examine a number of bills put forth by our Repub-
lican Committee colleagues. Two of them deal with different forms of spending caps.
Effectively, what these bills do is try to enshrine into law the House Republican
budget, the unbalanced approach to the budget with all of the requirements that
it would make in terms of cuts—ending the Medicare guarantee, and other very
deep cuts in important national investments. Interestingly, if you actually passed
the bills that have been introduced, the current FY2013 budget put forward by our
Republican colleagues would fail to comply with the spending caps. The bills would
require automatic sequester cuts of over $70 billion to the proposed FY2013 Repub-
lican budget.

Moreover, and I think this is an issue that every Member should focus on, the
effect of these bills would be to take any future economic downturn and risk turning
it into a full-fledge recession or depression. We will get into a couple of examples
of how it would do exactly that, and I am very interested in our witnesses’ views
on that. Because you have to anticipate these kinds of events, and the bills do not—
they take a very rigid approach.

As Mr. Holtz-Eakin observed in this testimony when he was head of the CBO,
speaking about an earlier Deficit Control Act, “the targets set under the Deficit Con-
trol Act, both the original ones and the revised ones, were unrealistic in the light
of the prevailing economic conditions. For that reason and others, actual deficits re-
mained above the targets during the years that the law was in effect.” And it is
likely that if we don’t make the underlying policy decisions—then that is the likely
result here.

As Peter Orszag pointed out in his Bloomberg column, all these things are a super
version of SGR. We thought we were going to solve rising health care costs by put-
ting into effect SGR cuts. Every year Congress, on a bipartisan basis, has found a
way around it. Doing a super-sized version of SGR is not a way to resolve our budg-
et challenges.

And finally, Mr. Chairman, I just want to say a word about the Speaker’s version
of the mother of all sequesters—his threat that the United States would not meet
its financial obligations. That, of course, would have the effect of immediate, deeper
across-the-board cuts—but it would do so in a way that would devastate the econ-
omy. And even talking about the United States, for the first time in its history, not
meeting its obligations is a reckless approach to economic policy and jobs.

So, that is a sequester on steroids, and these others are versions of that, and none
of them meets the test of making tough policy decisions.

I will end with this, Mr. Chairman, these bills in their current form are either
very dangerous to our economy if they were actually to be put into effect and fol-
lowed because of the fact that they would make worse any economic downturn. Or,
at best, they’re misleading because they create a sense that the Congress has done
something. People go home and they say to their constituents, hey, we passed a cap
on spending, don’t worry about it, knowing full well that the spending targets won’t
be met. I don’t know which of those consequences is worse, although I would hate
to see another full-fledged economic downturn compounded by the mindless seques-
ters in these bills.

Chairman RYAN. Sure. Obviously we see things differently.

Mr. VAN HOLLEN. Talk about the math, the math.

Chairman RYAN. So as we mention in my opening statement, it
is not a substitute for getting the right policies, it is an enforce-
ment for making sure that the right policy changes stick. But with
that, I think we will start with Ms. Fraser and then we will go to
Dr. Holtz-Eakin and Dr. Aaron.
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STATEMENTS OF ALISON ACOSTA FRASER, DIRECTOR, THOM-
AS A. ROE INSTITUTE FOR ECONOMIC POLICY STUDIES, THE
HERITAGE FOUNDATION; DOUGLAS HOLTZ-EAKIN, PRESI-
DENT, AMERICAN ACTION FORUM; AND HENRY J. AARON,
SENIOR FELLOW, ECONOMIC STUDIES, THE BROOKINGS IN-
STITUTION

STATEMENT OF ALISON ACOSTA FRASER

Ms. FRASER. Thank you very much. My name is Alison Fraser,
and I am the director of the Roe Institute for Economic Policy
Studies at The Heritage Foundation. And the views that I will ex-
press today in my testimony are my own and shouldn’t be con-
strued as representing any official position of The Heritage Foun-
dation. There is my disclaimer.

Thank you very much for having me here to testify before you
today at this hearing today. I will tell you what you already know,
which is that congressional and executive oversight of the Federal
budget are in turmoil. The political aversions to toppling Federal
overspending, I believe, is enhanced an enabled by the inadequate
processes that govern the Federal budget. I think two things are
needed to prevent a European-style fiscal and debt crisis. One, our
process changes that would require some would say enforce the so-
lution and ensure fiscal results are achieved, and, of course, the ro-
bust policies solutions themselves. Today’s hearing on process re-
form following the House’s budget resolution which contains these
robust policy visions is in my view particularly welcome.

The sad fact is that U.S. Federal debt will soon reach economi-
cally damaging levels and spending will be the driver of that. The
big elements of the spending growth stem from the Big Three enti-
tlements, Social Security, Medicare and Medicaid. They com-
promise approximately 45 percent of the budget today, but, as we
know, they will experience very fast growth in the future. A variety
of projections show that it is highly possible, even likely, that the
U.S. could experience a U.S.—a European style spending and debt
crisis.

The problem is that changing courses seems elusive. The process
which governs the Federal budget has significant weaknesses and
must be addressed as both an impetus and tool to driving the nec-
essary changes to the budget. In my view, one major gap in the
budget process today is that mandatory spending is in no way
budgeted. Thus the Big Three entitlement programs which essen-
tially enjoy open-ended appropriations are allowed to grow on
budgetary autopilot. Or put another way, the biggest drivers of the
Federal budget are able to enjoy sort of an automatic first call on
tax revenues. The problem being then that they squeeze out other
priorities, whether they are low taxes, strong defense, education
funding or antipoverty spending.

Another major gap is the seemingly arbitrary timeline of budget
window. One-year estimates, of course, are necessary and longer
term are as well, but from a budget perspective, there is nothing
crucial or magical about 5 or 10 years. Neither adequately meas-
ures whether policies are affordable or as sustainable over a longer
term time horizon. And indeed, these fixed, shorter-termed time
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frames even incentivize gaming the timing of new policies so they
seem to stick within their budgetary targets and appear affordable.

Bringing entitlements in a sense on budget is an important
change in both the Spending Control Act and BOLT Act. Reviewing
the budget over the longer time as in the BOLT Act is equally im-
portant.

To be sure, there are tremendous challenges with making long-
term budget projections. First of all, they all require a variety of
assumptions which, together or alone, over the long-term, will all
be wrong. But it is vital to know the direction of the budget into
the future and whether, based on today’s knowledge, policies are
both sustainable and affordable. Projections of this nature have
been made regularly over the years by a number of departments,
including the Congressional Budget Office. They are a good road
markers of the direction that we are in. So the transparency sec-
tions of the BOLT Act featuring sustainability reports and regular
review of long-term spending to me are particularly important as
is the long-term reconciliation feature.

I do worry that enforcing spending caps through sequestration
against long-term projections could be problematic. So a couple of
possible solutions would be to include some sort of margin of error
for triggering sequestration itself, and/or a slower phase in to bring
spending in line with the long-term caps. As for enforcement itself,
there are very understandable reasons for excluding Social Secu-
rity, but the program is, in fact, already running permanent defi-
cits. The only way for Congress to ensure spending is sustainable
is to put all programs in some way on budget, even those that are
the most sacrosanct, such as Social Security.

So in conclusion, the nature of the political process together has
tremendous inertia to ignore our severe spending and debt prob-
lems until forced to by outside events. The objective of these bills
are sound and sorely needed, I feel, to fix the budget process in
order to provide more transparency, strong spending controls
across the entire Federal budget, not just a small share, that pro-
vides that spending is sustainable over the long-term and to re-
quire steps for reining in spending to meet controls.

In the end, only Congress will decide if and how it will act. But
I believe it is better to do so in an intentional prudent way as these
bills would provide rather than in a crisis. Thank you, and I look
forward to your questions.

Chairman RYAN. Thank you.

[The prepared statement of Ms. Fraser follows:]

PREPARED STATEMENT OF ALISON ACOSTA FRASER, DIRECTOR, THOMAS A. ROE
INSTITUTE FOR ECONOMIC POLICY STUDIES, THE HERITAGE FOUNDATION

My name is Alison Acosta Fraser. I am the Director of the Thomas A. Roe Insti-
tute for Economic Policy Studies at The Heritage Foundation. The views I express
in this testimony are my own, and should not be construed as representing any offi-
cial position of The Heritage Foundation.

Congressional and executive oversight of the federal budget are in turmoil. The
political aversion to tackling federal overspending is enhanced and enabled by the
inadequate processes that govern the budget. The last time a concurrent budget res-
olution was passed on time was April 11, 2003. The Senate’s record for failing to
pass a budget resolution is even more discouraging. The budget process is especially
inadequate for addressing and managing the long-term affordability and sustain-
ability of fiscal policy. Indeed, much about the process serves to incentivize the
avoidance of our long-term problems if not to exacerbate them. The biggest drivers
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of long-term spending—entitlements—are not subject to annual or even regular
budget review and they continue sharp growth under budgetary “auto-pilot.” And
there are other problems with the budget process: from the way the budget window
can be gamed to the exploitation of emergency spending.

Two things are needed to prevent a European-style fiscal and debt crisis: process
changes which require—some would say force—solutions and ensure fiscal results
are achieved, and the robust policy solutions themselves. Today’s hearing on process
reform is particularly welcome.

NEED FOR ACTION

Today, federal spending is at about 23 percent of GDP and debt held by the public
is approximately 70 percent. When compared to the historical, post—World War II
average of approximately 20 percent of GDP for federal spending and 44 percent for
debt held by the public, this growth alone would be cause for concern. But the sad
fact is that U.S. federal debt soon will explode to economically damaging levels and
spending will be the primary driver of that explosion.

Economic growth is materially slowed when debt approaches the size of the econ-
omy. But in a world like today’s, where the global economy is increasingly inter-
connected and global capital markets in particular, it is possible that even this can
miss the true potential magnitude of a debt and spending driven crisis. There is no
?el‘gcer evidence than to watch the European budget and debt crises continue to un-
old.

By the end of the decade, debt held by the public will reach 100 percent of GDP.
After a generation it will reach nearly 200 percent! and continue to skyrocket there-
after. The driver of this debt is federal spending; in 10 years federal spending will
be at 22.1 percent of GDP, while revenues will reach 18.3 percent of GDP, essen-
tially at their historical average of 18.1 percent.2 Then the situation deteriorates
dramatically. By 2035, spending will reach 34 percent of GDP, driven primarily by
the three major entitlement programs: Social Security, Medicare, and Medicaid. In
2012, they comprise approximately 45 percent of total federal spending, or 10 per-
cent of GDP, and by 2035 they will reach approximately 16.5 percent of GDP. Left
alone, they will devour all tax revenues by 2045, assuming the historical level of
taxation.

TAKING BACK OUR FISCAL FUTURE

Many budget experts on the right and left have been rightly concerned about our
grave situation and the lack of substantive legislative progress. One such project,
Taking Back our Fiscal Future, stemmed from a joint project of the Brookings Insti-
tution and the Heritage Foundation. Experts from those and five other organiza-
tions across the ideological spectrum worked together for over a year to “define the
dimensions and consequences of the looming federal budget problem, examine alter-
native solutions, and reach agreement on what should be done. Despite our diverse
philosophies and political leanings, we have found solid common ground.”3

FIXING THE PROCESS

Process reform legislation should include tools to address the major gaps that
exist today, controlling the growth in spending—including entitlement spending—
over the both short term and the long term.

My testimony will focus on the first two of the three bills under discussion today:

e Spending Control Act, H.R. 3576, which would put enforceable limits on federal
spending over the 10-year budget window, which would be enforced through seques-
tration;

e Balancing our Obligations for the Long Term (BOLT) Act, H.R. 3580, which
would focus on the long-term budget picture by putting budget controls on total fed-
eral spending over a 30-year period, increase disclosure of the true long-term budget
picture to Members of Congress and the public; and

1Congressional Budget Office, 2011 Long-Term Budget Outlook, Alternative Fiscal Scenario,
June 2011 at http:/ /www.cbo.gov/sites /default/files /cbofiles | attachments /06-21-Long-Term—
Budget—Outlook.pdf.

2http:/ | www.heritage.org [ federalbudget | runaway-spending-tax-revenue. There are different
ways to calculate average historic levels of revenue, spending, and debt. Such averages vary due
to the time periods covered. In the Heritage Foundation’s Federal Budget in Pictures publica-
tion, these averages span 50 years (1959—2008), encompassing post—World War II and pre—
Great Recession years. www.heritage.org | federalbudget

3Joseph Antos, Robert Bixby, Stuart Butler, et al., “Taking Back our Fiscal Future,” Brook-
ings Institution and Heritage Foundation, April 2008, http://www.brookings.edu/?/media/re-
search | files | papers /2008 /4 [ fiscal%20future | 04—fiscal—future.pdf (accessed May 30, 2012).
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e Review Every Dollar (RED) Act, H.R. 3579, which would make it more feasible
to control spending by creating reserve accounts for deficit reduction and placing
new limits on administrative actions which can drive up spending on mandatory
programs.

The Spending Control Act starts by tightening the discretionary caps in the Budg-
et Control Act (BCA), and importantly gives more discretion to Congress to set
budget priorities between security and non-security spending. Both of these are im-
portant; the BCA’s total of $2.1 trillion was only a first step toward slowing the
growth in spending, and more should be done. Indeed, the size of cuts taken in isola-
tion sounds impressive, yet over the 10-year period covered by the BCA, these cuts
represent merely 4.7 percent of total spending and just over half of the new debt
projected over the same period. As noted earlier, reforms to the budget process must
be accompanied by policy changes. The new spending caps in the Act are taken from
the House-passed budget resolution, which included policy recommendations to com-
mittees, which effectively links process to the policy goals and strengthens the budg-
et resolution. Congress should, however, have the discretion to set priorities across
the entire budget, so removing the firewall between security and non-security
spending is sound policy.

One major gap in the budget process today is that direct (or mandatory) spending
is not budgeted. Thus, the big three entitlement programs—which enjoy essentially
open-ended appropriations—are allowed to grow on auto-pilot. Put another way, the
biggest drivers of the federal budget are able to enjoy an automatic “first call” on
tax revenues, squeezing other priorities—be they strong defense or education. This
is remarkable in the sense that affording such a budget priority to any program—
much less such a major one—effectively limits congressional debate on setting na-
tional priorities. This is especially problematic for solving our spending and debt cri-
ses as it places more budget emphasis on the smallest portion of the budget and
diverts attention away from the biggest drivers. To address this imbalance, this leg-
islation would cap spending on the major entitlements in two ways.

First, it places caps on three categories of direct spending: Medicare, Medicaid
and other health-related spending, and all other direct spending (exempting Social
Security and net interest). Here too, the caps are set to the levels in the House-
passed budget resolution—further linking program modernization with the enforce-
ment and process side of budgeting. It is unfortunate that Social Security is exempt
from caps, as it is unsustainable over the decade and beyond.* The program is al-
ready in permanent deficits, which means it is placing a strain on the rest of the
federal budget by crowding out other spending or—more likely—higher borrowing.
Exempting Social Security from spending restraint will mean more years of drawing
on general revenues to cover its deficits and will not require the program reforms
that are sorely needed to make it solvent and sustainable. Indeed, this seems at
odds with the intent of the legislation.

Even with these diverse ideological perspectives, the recommendations in this re-
port included taking entitlement spending off budgetary auto-pilot and budgeting for
the long term. This paper was published over four years ago. One striking passage
in the report notes the “huge problem the candidates are not talking about” namely,
“how to narrow significantly the enormous gap between projected federal spending
and revenues.” Fast forward four years to the 2012 election and an even worse fiscal
picture. The same flaws in the budget process still exist today, but the urgency for
solving the fiscal picture is even more imperative. Fixing the process is equally im-
portant.

Second, this legislation would also cap total spending, including both discretionary
and direct spending, and also requires enforcement should the caps be exceeded.
Putting the brakes on total spending is essential, as noted earlier, and any limits
must be enforceable. Federal spending must be evaluated by the sum of its breadth;
comparisons of one part of the budget or another are simply inadequate unless the
budget in its entirety is measured and limited. The devil is always in the details
of just how to enforce such caps. Across-the-board cuts, which are the Act’s mecha-
nism for enforcement, are the most simple to implement, especially quickly. More-
over, there is the semblance of shared sacrifice across all programs. However, they
are quite a crude tool for de facto policy-setting. This is especially true for complex
programs like Medicare where such a mechanism can have all manner of unin-
tended consequences, or in the Department of Defense where it can jeopardize effi-
cient and cost-effective management of long-term contracts. Paraphrasing Churchill,

4U.S. Social Security Administration, “The 2012 Annual Report of the Board of Trustees of
the Federal Old-Age and Survivors Insurance and Federal Disability Insurance Trust Funds,”
April 23, 2012, http:/ /www.socialsecurity.gov/ OACT /TR /2012 /index.html (accessed April 23,
2012).
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other cuts have been tried and across-the-board cuts are the worst form * * * ex-
cept for all the others.

Areas for Improvement: As noted above, Social Security is exempt from the indi-
vidual direct spending caps. To set policies which both meet the needs of our citi-
zens and are affordable and sustainable, all programs across the entire federal
budget should be on a level playing field, open for debate and trade-offs. This should
include even the most popular or seemingly sacrosanct ones like Social Security. It
too should be subject to some form of spending restraint—whether part of an indi-
vidual spending cap or subject to some limit so that all federal programs are
brought under some form of budget discipline and assessment. Leaving one out—
no matter how integral it is in our society—paves the way for additional exemp-
tions. As for Social Security itself, eliminating it from a cap simply delays the day
of reckoning when the trust fund is finally exhausted and solutions will happen one
way or another.

The policy results of budget enforcement should be as important as the fiscal
ones. So, one improvement for sequestration could be to link the particular policy
proposals included in the budget resolution into sequestration rather than relying
on sequestration. For example, the phase-in period for moving Medicare to a pre-
mium support model could be expedited, or income adjusting for affluent seniors
could be enhanced. In such a way, the policy changes to modernize these programs
would be an integral part of enforcement. Similar enforcement could be done for So-
cial Security such as phasing in a retirement age, or further income adjusting for
affluent retirees.

Another concern in the legislation is the sheer number of caps it contains: discre-
tionary spending, three individual program caps for entitlements, and a cap on total
spending. In addition to this, there is a cap on deficits. This adds potentially unnec-
essary complexity and makes it much harder for budget and program managers to
anticipate and prepare for sequestration, and conceivably could lead to more than
one set of sequestration cuts in a given year. These should be addressed in future
versions of the bill. Additionally, since deficits are the result of spending and rev-
enue levels, the deficit cap would be an impractical one that—as the bill is written—
would be difficult and problematic to enforce. Since deficits are specified on budget
resolutions, this seems an unnecessary addition to this bill.

The Balancing Our Obligations for the Long Term (BOLT) Act has many of the
same strengths of the Spending Control Act, and some of the same concerns. Its
strengths lie in the steps it takes to ensure that the entire budget—and federal
spending in particular—is affordable over the longer term beyond the rather arbi-
trary 10-year budget window. There are several reasons this is of crucial impor-
tance.

First, lawmakers and the public must know whether existing policies are afford-
able over both the near term and long term. In past years, the 10-year budget win-
dow would show relatively modest increases in spending and stable debt levels.
However, over the longer term, spending—especially on entitlements—explodes and
the debt along with it. This was the case, for example, in the last years of the
George W. Bush Administration where spending growth tapered off and revenues
grew with a stronger economy which lowered deficits and the debt ratio. But it was
well known that this was a false sense of security as shown by the annual reports
of the Medicare and Social Security Trustees and long-term budget projections by
the CBO and GAO. Lawmakers still did nothing to tackle this huge problem. The
lack of long-term budget measures in the budget process allowed Congress and the
Administration to ignore the problem. Exclusive reliance in the budget process on
shorter-term projections even seemed to incentivize huge increases in federal spend-
ing, as in the examples of the Medicare Drug Benefit or universal health care sub-
sidies in the Affordable Care Act, the Farm Bill, or the budget busting SAFETEA-
LU Transportation reauthorization.

Second, it is possible for individual programs to appear affordable, but when ex-
amined in concert with all other spending a different, troublesome picture can
emerge. When the appalling condition of Social Security and Medicare is added to
the growing expanse of the federal government, the true picture of federal finances
is markedly worse. Alternatively, especially important today, the longer-term hori-
zon shows the efficacy of spending reductions. Those that do not tackle entitlement
programs will do very little to bring the budget in line to where it can be either
affordable or sustainable. So the objective of this legislation is sound and these
kinds of changes are sorely needed.

Lastly, it is possible to game legislation such that it appears to be affordable with-
in the 10-year budget window. The two biggest examples of new programs—the
Medicare drug benefit and the Affordable Care Act—both employed this gimmick.
They were affordable according to the criteria established for the legislation within
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the 10-year window. But since each of them back-loaded their new spending, they
failed the test of sustainable and affordable policy changes over longer-term meas-
ures. For example, excess costs for the Medicare Drug Benefit were estimated to ap-
proach $8 trillion over the 75-year time horizon, net present value, more than twice
the debt held by the public at the time the bill was passed.

The BOLT Act addresses these flaw by first requiring reporting over a long-term
budget window—an additional 30 years after the end of the 10-year budget window.
Both the legislative branch, through CBO and GAO, and the executive branch
through OMB and the President’s own budget submission must present an analysis
of the long-term budget picture and the sustainability of policy. To be sure, these
kinds of projections will not be accurate and are based on numerous assumptions
such as the growth in discretionary spending, needs of defense, interest rates, the
size and growth of the economy, etc. However, such projections are made regularly
by the departments named above which present a reasonable picture of future
spending and finances for lawmakers and the public to gauge whether the budget
and major policies are sustainable. This first step, disclosure of long-term sustain-
ability in the budget process itself is important so it can be used to guide policy in
the budget resolution.

The legislation imposes spending caps over a 30-year period, beginning after the
10-year budget window closes. Here, caps include the same direct spending cat-
egories as the Spending Control Act, in addition to a total spending cap. As noted
earlier, budgeting only for discretionary spending covers less than half of the budget
and leaves the biggest drivers of the budget out of annual budget debates. As enti-
tlement spending will automatically grow ever larger, these programs must be
brought under a formal review process, and thus extending spending caps to them
will be an important part of constraining spending to affordable levels. These caps
are set using the same levels of spending as the House-passed FY-2013 budget reso-
lution, again linking policy objectives to fiscal targets.

Spending is kept under control by long-term reconciliation, a regular review of
sustainability every five years. Tens of millions of Americans rely on entitlements
for retirement security, so new changes to these programs should be periodic, allow-
ing seniors to plan and react to changes. If reconciliation and regular review fail
to keep spending in check, there will be sequestration. These steps are welcome im-
provements over today’s glaring lack of long-term budgeting. The downgrading of
the nation’s credit ratings last summer serves as further warning that the debt is
reaching unsustainable levels and must be addressed. As the long-term budget gap
is exclusively driven by spending, this legislation is properly focused on spending.

As noted above, it is important to measure the costs of new legislation over the
short term, but this alone is an incomplete measure as it allows gaming of the rules
towards greater spending. Measuring major legislation over the long term is an im-
portant step in ensuring sustainable policy. Such formal measures would have
Iélal‘k(;fny changed the debate for the Medicare Drug Benefit and the Affordable

are Act.

Improvements: While there are fewer caps than the Spending Control Act, setting
targets for Medicare, Medicaid and other health, and all other excluding Social Se-
curity may set an unnecessary level of detail for budget caps—especially over the
long term. It is difficult enough to forecast spending over the long run, and requir-
ing enforcement mechanisms at such detailed levels may prove troublesome. It is
valuable to assess sustainability of individual programs. So one enhancement might
be to provide additional flexibility to Congress to move resources from one category
to another.

The old saw that economists spend their careers explaining why their predictions
are wrong has some relevance here. Long-term estimates are bound to be wrong.
So giving some breathing room for the caps and sequestration in particular through
a small, acceptable margin of error would still incentivize reforms and budget con-
trol if done carefully. Ensuring that entitlement programs are not whipsawed by fre-
quent policy changes in response to the annual sustainability report are also impor-
tant. There should be a balance between the tension needed for urgent steps to rein
in spending and predictability for those who rely heavily on such programs.

The Spending Control Act’s shortcoming of excluding Social Security also is
present in the BOLT Act.

GENERAL OBSERVATIONS

If it was only rules and procedures that were needed, our severe budget chal-
lenges would likely be resolved today. Indeed, existing laws have been ignored,
whether intentionally as with the Senate, from gridlock, or just plain lack of will
to address these serious problems. Since the last timely concurrent budget resolu-
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tion was passed (excluding FY 2013), there has only been a concurrent budget reso-
lution in four of out eight years. Reconciliation, the process originally designed to
help Congress change current law to conform revenue, spending, and debt limit lev-
els to the policies laid out in the budget resolution, has only been used to minor
effect for deficit reduction in recent years.®

The nature of the political process today has tremendous inertia to ignore our se-
vere spending and debt problems until forced to by outside events. But this ap-
proach to governing is the worst way to set policy, as crisis-driven decisions are
often desperate choices which will fail. The flawed concept of the Supercommittee
and the equally flawed BCA sequester are good examples. Moreover, crisis-driven
decisions rarely allow for public discourse, weighing the pros and cons of such
changes and building support so they are accepted. Congress and the President
must act with purpose and intent to solve the spending and debt challenges, yet the
system is sorely inadequate to ensure that all spending over the short term and long
term is both affordable and sustainable. The objectives of these bills are sound and
sorely needed: to provide more transparency, strong spending controls across the en-
tire federal budget over the short term and the long term, and to require steps for
reining in spending to meet those limits. They are important steps to fixing the
budget process. In the end, Congress itself will decide if it will act. Better if it does
so in an intentional, prudent way rather as these bills would provide, rather than
in a crisis.

Chairman RYAN. Dr. Holtz-Eakin.

STATEMENT OF DOUGLAS HOLTZ-EAKIN

Mr. HoLTZ-EAKIN. Chairman Ryan, Ranking Member Van Hol-
len and members of the committee.

Chairman RYAN. Pull your mic a little closer.

Mr. HoLtZ-EAKIN. Thank you again for the privilege to appear
today, and I look forward to your questions. Let me briefly make
a couple points at the outset. First, to echo what has already been
said, the Federal budget process is fundamentally broken. At best,
when it works, the President submits a budget and the House and
Senate pass budget resolutions and conference it to a single agree-
ment, but there is in fact no reason why is has to match what the
President submitted, there is no reason why the amount of spend-
ing in mandatory programs has to have any relation to the discre-
tionary programs, and there is no reason why taxes have to match
spending in any fundamental way.

So when it works well, it doesn’t produce a fiscal policy, it pro-
duces a fiscal outcome, and it is usually bad. At the moment, it is
not working well at all. As the chairman noted, the Senate is not
passing budgets at all. The President’s budget submissions can’t
even get votes in either House of Congress. And we have a demon-
strable dangerous fiscal state. As this committee is well aware, we
already have gross Federal debt that exceeds the size of the U.S.
economy. We have all the characteristics of countries that get into
sovereign debt crises, high levels of debt, heavy reliance of short-
term borrowing, a failure to understand fully the obligations that
the taxpayer faces and then they pop up and we have to pay for
them. All of this suggests the need for dramatic action in the
United States.

The history of countries that have gotten in this situation has ac-
tually provided a road map for the right thing to do. In cir-
cumstances of bad growth and large debt, the best set of policies

5See Alison Acosta Fraser and Brian M Riedl, “The Deficit Reduction Act: One Small Step
for the House,” Heritage Foundation WebMemo No. 911, November 9, 2005, htip://
www.heritage.org [ research [ reports /2005 | 11 | the-deficit-reduction-act-one-small-step-for-the-
house.
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are to keep taxes low and reform them to be as pro-growth as pos-
sible and to control spending. And the key in controlling spending
turns out to be government employment, not a real big problem in
the United States, and transfer programs. And in the United
States, those transfer programs are the large mandatory spending
programs, they are the entitlements, Medicare, Medicaid, Social Se-
curity and the new Affordable Care Act. So the policy playbook is
actually apparent, the question is can you design a budget process
which will be a complement and support that policy process. And
as everyone here has noted, process is no substitute for getting
policies right.

The key features of the pieces of legislation under control today,
under consideration today, are that they actually put mandatory
spending on a budget, and that is a necessary complement to get-
ting policies control spending programs which are at the heart of
addressing the Nation’s problems, so putting mandatory spending
on a budget is an enormously important step, and having a long-
term outlook with mechanisms to force action to keep the policies
on track is the second key feature.

There are lots of other details, but there is no substitute for
doing that. These are examples of fiscal rules, imposing a set of fis-
cal rules on a Congress is an important step for the United States.
It has been tried elsewhere around the globe, as I noted in my
written testimony, the Dutch adopted its spending caps, the
Swedes adopted spending caps and targets for surplus averaged
over the business cycle. These kinds of fiscal rules have been
shown to improve budgetary and economic performance around the
globe. I applaud the attempt to consider these here and get the
United States on a better track, both from a policy and process
point of view, thank you.

Chairman RYAN. Thank you.

[The prepared statement of Mr. Holtz-Eakin follows:]

PREPARED STATEMENT OF DOUGLAS HOLTZ-EAKIN, PRESIDENT,
AMERICAN ACTION FORUM*

Chairman Ryan, Ranking Member Van Hollen and members of the Committee,
I am pleased to have the opportunity to appear today. In this testimony, I wish to
make a few basic points:

e The U.S. faces a dramatic threat from the current and projected levels of federal
debt, driven by ever-increasing mandatory spending;

e The outlay reductions in the president’s budget proposal or the Budget Control
Act are dwarfed by the scale and imminence of the problem;

e The current Congressional budget process is broken, and does not facilitate ad-
dressing the threats to the Nation;

e The legislation contemplated in this hearing have relative strengths and weak-
nesses, but are clearly designed to introduce greater discipline in the budgeting
process;

e In particular, to the extent they involve the adoption of a “fiscal rule” these pro-
posals would be a valuable step toward budgetary practice that would address the
debt threat and preclude its recurrence; and

e Budget process reforms are commendable, and to the extent they can precipitate
action, they should be pursued, but are no substitute for necessary underlying policy
changes.

Let me discuss each in turn.

*The opinions expressed herein are mine alone and do not represent the position of the Amer-
ican Action Forum. I thank Gordon Gray for his assistance.
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THE THREAT FROM FEDERAL DEBT

The federal government faces enormous budgetary difficulties, largely due to long-
term pension, health, and other spending promises coupled with recent pro-
grammatic expansions. The core, long-term issue has been outlined in successive
versions of the Congressional Budget Office’s (CBO’s) Long-Term Budget Outlook.!
In broad terms, the inexorable dynamics of current law will raise federal outlays
from an historic norm of about 20 percent of Gross Domestic Product (GDP) to any-
where from 30 to 40 percent of GDP. Any attempt to keep taxes at their post-war
norm of 18 percent of GDP will generate an unmanageable federal debt spiral.

This depiction of the federal budgetary future and its diagnosis and prescription
has all remained unchanged for at least a decade. Despite this, lasting action (in
the right direction) has yet to achieve the force of law.

In the past several years, the outlook has worsened significantly.

Over the next ten years, according to the Congressional Budget Office’s (CBO’s)
analysis of the President’s Budgetary Proposals for Fiscal Year 2013,2 the deficit
will average over $630 billion over the next ten years. Ten years from now, in 2022,
the deficit will be 3.0 percent of GDP, roughly $700 billion. As a result of the spend-
ing binge, in 2022 debt held by the public will nearly have doubled from its 2008
level to roughly 80 percent of GDP and will continue its upward trajectory.

The “Bad News” Future under Massive Debt Accumulation. A United States fiscal
crisis is now a threatening reality. It wasn’t always so, even though—as noted
above—the Congressional Budget Office has long published a pessimistic Long-Term
Budget Outlook. Despite these gloomy forecasts, nobody seemed to care. Bond mar-
kets were quiescent. Voters were indifferent. And politicians were positively in de-
nial that the “spend now, worry later” era would ever end.

Those days have passed. Now Greece, Italy, Portugal, Spain, Ireland, and even
Britain are under the scrutiny of skeptical financial markets. And there are signs
that the U.S. is next—as witnessed by the decision of S&P to downgrade the federal
credit rating. The federal government ran a fiscal 2011 deficit of $1.3 trillion—near-
ly 9 percent of GDP, as spending remained above 24 percent of GDP and receipts
remained below 16 percent of GDP.

How did this happen? First, the U.S. frittered away its time for easier action. It
was widely recognized that the crunch would only arrive when the baby boomers
began to retire. Guess what? The very first official baby boomer already chose to
retire early at age 62, and the number of retirees will rise as the years progress.
Crunch time has arrived and nothing was done in the interim to solve the basic
spending problem—indeed the passage of the Medicare prescription drug bill in
2003 made it worse.

Second, the events of the financial crisis and recession used up the federal govern-
ment’s cushion. In 2008, debt outstanding was only 40 percent of GDP. Already it
is approaching 70 percent and rising rapidly.

Third, active steps continue to make the problem worse. The Affordable Care Act
“reform” added two new entitlement programs for insurance subsidies and long-term
care insurance without fixing the existing problems in Social Security, Medicare,
and Medicaid.

Financial markets no longer can comfort themselves with the fact that the United
States has time and flexibility to get its fiscal act together. Time passed, wiggle
room vanished, and the only actions taken thus far have made matters worse.

As noted above, in 2022 public debt will have nearly doubled from its 2008 level
to nearly 80 percent of GDP and will continue its upward trajectory. Already, gross
federal debt exceeds 100 percent of GDP. Using this measure, research shows that
a debt-to-GDP ratio of 90 percent or more is associated with the risk of a sovereign
debt crisis.

Perhaps even more troubling, much of this borrowing comes from international
lending sources, including sovereign lenders like China that do not share our core
values. Rather than reducing this threat, according to news reports the United
States is facilitating increased indebtedness to China by providing the People’s
Bank direct access to Treasury markets.3

For Main Street America, the “bad news” version of the fiscal crisis occurs when
international lenders revolt over the outlook for debt and cut off U.S. access to inter-
national credit. In an eerie reprise of the recent financial crisis, the credit freeze

1Congressional Budget Office. 2011. The Long-Term Budget Outlook. Pub. No. 4277. hitp://
www.cbo.gov / ftpdocs | 122xx [ doc12212 | 06-21-Long-Term—DBudget—Outlook.pdf

2Congressional Budget Office. 2012. An Analysis of the President’s 2013 Budget. htip://
www.cbo.gov [ sites | default /files | cbofiles | attachments | 03-16-APB1.pdj

3Flitter, Emily. Reuters. hitp://www.reuters.com/article/2012/05/21/us-usa-treasuries-
china-idUSBRES84K11720120521
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would drag down business activity and household spending. The resulting deep re-
cession would be exacerbated by the inability of the federal government’s automatic
stabilizers—unemployment insurance, lower taxes, etc.—to operate freely.

Worse, the crisis would arrive without the U.S. having fixed the fundamental
problems. Getting spending under control in a crisis will be much more painful than
a thoughtful, pro-active approach. In a crisis, there will be a greater pressure to re-
sort to damaging tax increases. The upshot will be a threat to the ability of the
United States to bequeath to future generations a standard of living greater than
experienced at the present.

Future generations will find their freedoms diminished as well. The ability of the
United States to project its values around the globe is fundamentally dependent
upon its large, robust economy. Its diminished state will have security repercus-
sions, as will the need to negotiate with less-than-friendly international lenders.

The “Good News” Future under Massive Debt Accumulation. Some will argue that
it is unrealistic to anticipate a cataclysmic financial market upheaval for the United
States. Perhaps so. But an alternative future that simply skirts the major crisis
would likely entail piecemeal revenue increases and spending cuts—just enough to
keep an explosion from occurring. Under this “good news” version, the debt would
continue to edge northward—perhaps at times slowed by modest and ineffectual “re-
forms”—and borrowing costs in the United States would remain elevated and esca-
lating.

Profitable innovation and investment will flow elsewhere in the global economy.
As U.S. productivity growth suffers, wage growth stagnates, and standards of living
stall. The combination of sluggish income growth and a very large tax burden from
the debt, assures that the next generation will inherit a standard of living inferior
to that bequeathed to this one.

THE NEED FOR ACTION

The federal budget problem demands fundamental reforms to major mandatory
spending programs—Medicare, Medicaid, Social Security, the Affordable Care Act—
and would benefit from the improved growth derived from fundamental tax reform.
Despite this, successive budget proposals by the president are devoid of reform pro-
posals and characterized at best by the type of piecemeal spending cuts and tax in-
creases that invite stagnation.

Recently, the passage of the Budget Control Act of 2011, its caps on discretionary
spending, and the formation of the Joint Select Committee on Deficit Reduction rep-
resented a commitment to move the nation’s finances in a better direction.

However, the failure of the Committee to report recommendations to address our
fiscal challenges has left the United States in a perilous position. It faces the expira-
tion of tax polices most recently extended in 2010 and a sequester that is widely
judged to be bad policy. The combined effect of these policies, in an unprecedented
statement from CBO, threatens recession.

However, the structural budget challenges the nation faces are so pressing and
significant that they outweigh in terms of their implications for economic output
even a near-term recession. Clearly something must be done to avoid a downturn,
but any such undertaking must be paired with reforms to address our fiscal imbal-
ance.

THE BROKEN BUDGET PROCESS

The Congressional budget process is broken and does not engender regular eval-
uation of the fiscal health of the federal government. Indeed, the prima facie evi-
dence of its failure is that fact that the president has regularly submitted budgets
that clearly display a path to a sovereign debt crisis, the U.S. Senate has no